
Xece,ved sep 1 1  10:L5AM (03:38) on S8A Line t101 for  ‘ S R E A D ‘  M R K S R V 3  printed OPE307FlFPE37CE on Sep 1 1  i0:SLAM 2002 * Pg 517 
4- I - , > ,  , $4:: I ..* :: i J L *  r ,,..:),, . , I  I -,-- .I . . ~  , .  

The Honorable Lsa Madigan - 
Illinois State Senator 
l05C Slntehvuse 
Springfield, IL 62706 

DearSenatorMadigan: 

I want to provide you some backpund m a t d s  on Senate BilI 2081 - the prom to exlend for 
2 ytns the rransition period set out in the lllinois Elcctric Service Customer Choice und Rate Relief 
Act of 1997. On MayZ this bill received 112 Yes votes (with only 2 No) and now awaits 
concumncc in your chamber. ‘Ib proposed bill would extend tho rate freeze now in effect for an 
additional two years (ZOOS-Os), extcod thc Law’s strong labor protections; and extend the earnings 
sharhg p r o t e c t i ~ ~  while prohibiting utilities fmrn passing along higher fuel prices to conSumcrS 
through 2006. 

Wc ncspondcd to clsiima madc by the IIIinojs Commerce Commission Staff b u g h  Hwsc chamber 
discussion on this bill, and would like to summaize that dialogue for you. &inmission Staff 
urgucd thnt this mte frcezc extension might gm- benefits far utilities and the implicit 
assumption that legislarion could not generatc both consumer bemilts md be palatable to utilitis. 
We disagree with that proposition aad e l h r s l t  below. 

”bat tht G c n d  Aesembly’s 1997 IIlinois Rate Relief law has c o d e d  significant benefit on 
consumm is undisputed. In ComEd‘s service tmitory, rates for commercial and industrial 
consumers have been fr0z.m at levels set in 1995. Residcntial consumcn have received a 20% 
-on off thase nrtEs - and am now paying l ts3  for eleclricity than they paid in 1990. Konhern 
Illinois consumers are expected tu save roughly $2.8 Billion through 2004, and an additional $1 
Billion through 2006 (canpared to their 1997 bills) an a mult of the rate reduction ;md freeze. In 
fact, ComBd now has mmc of the Iawest energy rates of any major metropolitan area -- and rates 
that compm favorably to Wisconsin. (See chart attachcd). 

me qucrition prcsentcd by this bill h, whelher W n g  rates at levels q u a l  to 1990 rates will 
continue to generate coosumc~ benefits 9 and 10 years after they were set - in 2005 and 2006. We 
believe the =WET is clcar. Undcr an extended rate free7x, c u s l o m  would pay today’s LOW 
bundled rate thruugb 2006 ngsrdleso of market condilioos. If wholesale markct MCCS go up 
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customcrs cm purchase cunent bundled rnfes. If wholesale market prices turn out to be low, 
residential customers will havc thc opportunity to bcncfit by switching to an alternative supplier 
which, due in paxt co a mitigation f ~ c o r  or “shopping credit’’ of 6% off the bundled rate and 
increasing to 10% in 2MG, will bc situatcd to “bcat” the utility price. While future prices cannot be 
predicted with certainty (and if they could, we would not be involved in this debate), there is 
widespread agreement that prices in cncrgy markct3 are volatile. Abwnt aprice fneze, customers 
will be exposed to this volrtilily. The k b I t  below shows patentid CornEd bundled rata in 2005 
a c m  a raugc of wholesele market prices. Based on this plausiblc ran@ of prim, rates could go 
downbyrou~yS9borupbyasmuchas604h. 

Potentlal 2005 Resldentlal Rates (cents per kWh) 

Low Market Moderate High Market 
Prices Market Prices Prices (2001 

(22002 Illinois) 12001 Illinois) Massachusetts) 

Market-Based Bundled Rate’ 
Delivery Servlce 3.8 
Transition Charge 1.2 
Market Value + 10% u 
Total 8.0 

3.8 
0.0 u 
9.2 

3.8 
0.0 

73.4 

Cunent Bundled Rate 8.4 8.4 8.4 

2005 Rate -570 +lo% +60% 
IncreaselDecrease 

TO those that say that high market prices ue extremely unlikely, past evidence from both gos and 
electric markets suggest8 othcnvisc. Thc high market Mcc sccnario is not an exame c88e by any 
mean8 - it is based on 2001 residential energy prices in Massachuselts that were determined through 
a compctitivc RFP for 6-month supply. More extreme ctlses have occurred - California load shaped 
prices exceeded M ccnts pcr kwh in December ZOOO. Here in Illinois, wholesale priccs climbcd to 
52.60 pcr kWh for a brief period in summer, 1998. 

There is an additional benefit to an extended tramition period. Currently, Illinois is one of the few 
jurisdictions when elearicity resmcturing is still moving forward. This is 90 in large pott beCaW 
the General Aa8embly planned for a phased-in, gradual transition p c n d  Tius transition period has 
dlowed the stakeholders to adjust market mechanisms as need be Lo accommoditte tbt twists md 
turns in the reaaucturing path that nu one could have predicted. Even with this advaotage. 
competition has dcvcloped more slowly in some consumer classes than anticipated The additional 
two y e m  of Lransjtion would be beneficial to market developmmt, particularly Lo dewlop 
‘Tprovidcr of Last Resort” mles so that residential, low income and other markets with less than 
robust activity can be pmvidcd with certainty. 

Assumes bundled ratea subsequent to the mandatory transitin period are Set 88 suggested in Ihe CUrrenl 1 

Law: Delivery Servica Charges +Transition Charges + (Market Vaiue + lG?h). 
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Commission Staff focused solely on the potential that this bill could generate benefits for utilitis. 
Commission Staff assertcd this bill will create a “windfall” for ComEd and other utilities of the 
magnitude of several billion dollinu. Commission StaMposiled virious theories under which such a 
“windCall” might materialize, but none hold up under mutiny. 

Commission Staff also raised FERC issues, specifically the possibility of cast-based ram, as reason 
for rejecting SB 2081. Thwe concerns are not well founded. FERC’s ovaiding policy goal is the 
creation of well functioning competitive wholesale markets, not a return to cost-bascd rates. 
FERC’s top priority for achieving this goal is the formation of Regional Tronsmissiun 
Organizations (RTOs). FERC has made clear that it will be easier for auppliem to gain approval for 
market based rates within the context of an RTO. The only issue still being debated within the 
FERC is whether market-based rates should be ruutioely approved within any operntional RTO or 
whether routine approvals should be reserved for those RTOa that have implcmcntcd “standard 
murkets.” 

The sc-called Supply M q i n  Assessmcnt (SMA) mt that was proposed by FERC last year as a new 
measure of market power would apply only to non-BO or non-RTO markcts. It appears &at FERC 
is utilizing this t a t  as an incentive for utilities to form RTOo. It is a virtual ccltainty that C d  
will be a member of  an appmvedRT0 within a ycw, making S M A  discussions OT any discussions 
of a move to cost-based rates - und presumed redwed wholesale market prices - irrelevant. 

m e t  leaves a iinal question. Ignoring the Commission’s claims of multi-billion dollarbenefits, 
does this bill provide benefits to utilities? CornEd betieves it does, but thatit also poses risk ‘Ibe 
key benefit of this f r m  is certainty. A two year extension of the rate frccze cnactcd now would 
allow CornEd an adequate planning horizon to develop a portfolio capable or serving its load 
(3pmEd will continue tu be challenged by planning for uncut& load at a fixed price - we can 
cstimak. but cannot predict with certainty, how many customem will require utility ffirvice Bf my 
point in time. We also assume the risk of whohale market price volatility. These are significant 
risks to the utility. Nonetheless. knowing the nte at which it must serve will provide one aspect of 
certainty as wc move t h ~ ~ u g h  the transition penod. We believe we can manage that risk with thc 
time h0ri;rXm allotted and through OUT portfolio management skills. 

Thank you. As always. should you have any additional questions, pluw: fccl to contact me. 

Vice Resident 
(312) 394-8836 

cc: Senate Envimnment &Energy Committee Members 
Patty Schuh 
Courtney Nottage 
Cindy Huebna 
CarterHcndrcn 

Commonwealth Edison Company 
1CC Docket No. 02.0479 
Attachments to Reswnse to CACC 5.5 


